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TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

BALANCE SHEETS

AS OF DECEMBER 31, 2001 AND 2000

(UNAUDITED)
($ IN THOUSANDS)
........................................................................................... 32,630
Short-Term INVESIMEILS.....covreieeiteereeee et siereese e sstssassne e nr e sesannas e s neses s aaseeanesasane - -
Receivables and Patrons' Checks (Net of Allowance for
Doubtful Accounts - 2001, $1,085 ; 2000, $1,115 )i NOTE 3 4,960 5,575
TEIVEIILOTIOS oo eeeestveeeseiaeeseeereannnseasmnesnreeresassreonneasaeraaateaansssnaasbenneeseaasaesssesastaasteserante 2,360 2.130
Prepaid Expenses and Other Current ASSets......cocumrerivnrinsisinniinisiinsssnsnns NOTE 4 1,740 3.186
Total CUITENT ASSEES ... veeveeiiireeeieeeritesereesseeseraerssesereseesasssentasareeastostaestssessenasssaasense 41,690 32,995
943,702 822,080
530,824 501,203
Less: Accumulated Depreciation and AMOItiIZAtiOn.......cccorevminirnieiseeeeenneecas (258,532) (242,575)
roperty and EQUIPMENT = Neb..........oorssoveeveverorsosessesmssssceessessssseeerasssesrereenssssecesmssoriss 272292 258,628
R ET ASSELS. .. uvveeeersirereeaienssessreresaseseoaassseessssesanssssessnssneeensressoasseesnsasneasunsssnnteananresmsnnnnsassed 2,295 2,625
OEAL ASSEES. .- neieeeeiteeeeeereeseeaateessessvsesse s asaessete et et re et emrent st ee e e e nen e e Re s ra e e b sEeasea $ 1.259979 | § 1.116,328
LIABILITIES AND EQUITY
urrent Liabilities:
AccoUNtS Payable ... 10.031 4,246
Notes Payable.......ooooimiriiee e - -
Current Portion of Long-Term Debt:
TIUE 10 ATTIHATES ...oe et iee e ee e sineere e ne e e eeasan e rrnesamse e e s ta e e s e ae e aban s eieaas - -
(67 11 SOUT P U U PO PCRPTOSUORPPUUP PPPRRRO: 186 -
Income Taxes Payable and Accrued.......o.coooivviiiiiniiiiniiiiccee e - -
Other Accrued EXpenses.......cccccccvnviiinnnnn, NOTE 6 35310 35,957
Other Current LIADIIHES. ...ooveeeoeeeeeeee oot eeeeeeireeeeaeeerseasseeseasasssesvasasseasesae s nen caasansnn s 867 731
Total Current LIBDIIHES. .. oo eee oo eee et esteee e s as e e e eeeeeeresessessseessseeaseeaseesessaans 46,394 40,934
715,000 715,000
760 -
21,196 22,095
429.185 272.920
................................................................................................................ 1,212,535 1,050,949
............................................. 47,444 65,379
.............................................................................................. $ 1,259979 { § 1,116,328

The accompanying notes are an integral part of the financial statements.
Valid comparisons cannot be made without using information contained in the notes.

4/01 - CCC-205



TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF INCOME

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2001 AND 2000 Amended
(UNAUDITED) g 2 Co
($ IN THOUSANDS)
CSIIIO. .. oo e et eee et e e et e e et ee e e e e a e et e et e e e e e rantaaeeaaeeennranes $ 346,468 $ 342315 | *

ROOIMIS ..ottt e e vt et e esaa b e e s et ae s e eenaeee s sasenenebeneeane 15,618 18,261
Food and Beverage............cccoovoiiiiiiimecie e 43,471 39,520
(0117 JRTTTO RSO O S O UO TR RO OOURSPRRRRORORPRORI 6,578 0,272
TOtal REVEIUE. ....oooiiiiiiieieeieeceeeeeteeee e eeee v a st esnen s sneeeeeeneneenaeees 412,135 406,368
Less: Promotional ALIOWANCES..........covioiieeiiiiiei e e e eieee e 44,259 41,118

NEt REVEIMUE. ...t e e e e e e s eeesse et anaeee e s eeasnnnes 367,876 365,250
Costs and Expenses:

Cost 0f Go0ds and SeIVICES.........coceiveeiiriiiieeeciiee e e creeesree e seseesneeennend 183,468 186,319 | *
Selling, General, and AAMINIStAIVE. ... ......ccociveiereerieeiicciecre e scsiennes 87,514 82,091
Provision for Doubtful Accounts 1,451 659

Total Costs and EXPEnses..........ocoiiviriniiieniiieieeieeitnnainaeeseeeseeeessnannaans 272,433 269,069

Gross Operating Profit...........ocoiiiiiii e 95,443 96,181
Depreciation and AmMOTHZAION. ... ...couiiviiieenenr e 24,109 22,954
Charges from Affiliates Other than Interest:

Management Fees.........ccoiiiniiicc e -

OFRET.... oottt ettt NOTE 2,9 & 11 43,152 30,964
Income (L08S) from OPerations. .......c.cccooiririiiviee e oveieceereesie e seeaeeeeanraaans 28,182 42,263
Other Income (Expenses):

Interest (Expense) - Affiliates.........c..ccovvenininnencniciicecen NOTE 8 (57,748) (56,200)
Interest (Expense) - External............cccocooiiiiii e - -
Investment Alternative Tax and Related Income (Expense) - Net............... (953) (778)
Nonoperating Income (Expense) - Net.........ccooovviininin . NOTE 12 527 1,041

Total Other Income (EXPENSES).....coovvieiiiiiierienieeieeee e evevee s (58,174) (55,937)

(29,992) (13,674)

(12,057) (4,324)

(17,935) (9,350)

Extraordinary Items (Net of Income Taxes -
2001, $ 52000, § ) U - -
ANet Ineome (LOSS). ... e $ (17,935 1 § (9,350)
The accompanying notes are an integral part of the financial statements.
Valid comparisons cannot be made without using information contained in the notes.
Ammended 8/27/02 to reflect Simulcast Win net of Commissions and Fees
4/01 CCC-210



TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF INCOME

FOR THE THREE MONTHS ENDED DECEMBER 31, 2001 AND 2000

(UNAUDITED)
(8§ IN THOUSANDS)

CASINIO. 1. e et se e e et e eeteeesee e beeessaeeebeesaseeastssasseastressessssansnsseneestesnssaesasessen $ 82,951 1% 75,689
ROOIMIS sttt ettt e rr e e s st e s e ssateeesse e e s sresesavee s e nraneresaraed 3,775 4,031
Food and BeVETAZE..........cccovverieeieiirinese ettt sin et sts et estesresee s e 11,300 9,547
Other.....coocoeomeeeeereenene et 1,346 1,331
Total REVEDUC. ...ttt erie e et e s s e ssereeeanes 99,372 90,598
Less: Promotional AHowances.............coovomveecenieiviinrce e seecvennes 11,309 9,518
INEE REVEIIUE. ...ttt eee st esteaaas e e sarete et e enassesraesneeemeenseas 88,063 81,080
Costs and Expenses:
Cost of Goods and Services.........ccco..oviveerccrireirreieeeeeee e sreesseseee e nns 44,339 45,489
Selling, General, and AdmInIStrative. ............cooceoriiiiiniiie e 21,865 18,982
Provision for Doubtful AcCOUntS. ...........cooveeevuiiiiiii e 492 60
Total Costs and EXPenses.........cccoivvreinninnicsece e cneene s 66,696 64,531
Gross Operating Profit...............ii e 21,367 16,549
Depreciation and AMOIZAION.........ccccoooiviiirincri i 6,377 5,714

Charges from Affiliates Other than Interest:
Management Fees

OHRET ..ottt NOTE 2,9 & 10 10,687 7,454
Income (L0ss) from OPerations...........cccueivrmicincieer e secs e 4,303 3,381
Other Income (Expenses):

Interest (Expense) - Affiliates............cocoooiiiii (14,456) (14,432)
Interest (Expense) - External.........ccococooviiiince ) - -
Investment Alternative Tax and Related Income (Expense) - Net................. (352) (134
Nonoperating Income (Expense) - Net...........c..cooimiiii, (75) 215

Total Other Income (EXPenses).........cccovceiiirniiciiiniecc e s (14,883) (14,351)

Income (Loss) Before Income Taxes and Extraordinary Items...............c....... (10,580) (10,970)

Provision (Credit) for Income Taxes...........ccocrnniineiviiinninci e (12,057) (4,324)
Income (Loss) Before Extraordinary Items. ........ccccocevvnioiiiicenninicn, 1,477 (6,646)
Extraordinary Items (Net of Income Taxes -
2001, $ 52000, $ ) TS OSSO OO PE RS OUUSOPRTOOOII - -
INet INcome (LOSS)..c.cocmriirmireecr ettt ettt 5 1,477 1 $ (6,646)

The accompanying notes are an integral part of the financial statements.
Valid comparisons cannot be made without using information contained in the notes.

4/01 | CCC-215



TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2000 AND THE TWELVE MONTHS ENDED DECEMBER 31, 2001

(UNAUDITED)
($ IN THOUSANDS)

alance, December 31, 1999.........ooevecvennnennns 1,500 | § 70,492 - 13 - 13 - 1% 42378 74,729
Net Income (Loss) - 2000..........cccccevenree (9,350) (9,350)
Contribution to Paid-in-Capital.....................
Dividends
Prior Period Adjustments............ccco.ovceveen..

alance, December 31, 2000.................ccn..... 1,500 70,492 - - - (5,113) 65,379
Net Income (Loss) - 2001.....c.ccccormncnnnns (17,935) (17,935)
Contribution to Paid-in -Capital....................
Dividends........cocoovevverienene.
Prior Period Adjustments...................
1999 Income Tax Adjustment

Balance, December 31, 2001.........coonerrrenennes] 1,500 18 70,492 - 18 - |3 - i3 (23,048)] § 47,444
The accompanying notes are an integral part of the financial statements.
Valid comparisons cannot be made without using information contained in the notes.
4/01 CCC-220



TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF CASH FLOWS

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2001 AND 2000

(UNAUDITED)
($ IN THOUSANDS)

Page 10of2

CASH FLOWS FROM INVESTING ACTIVITIES:

Proceeds from Disposal of Investments and Collection

NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES.............c.c... $

46,488 | §

30,631

Purchase of Short-Term Investment Securities........c...cccoivveeviiiiiiiinenn,

Proceeds from the Sale of Short-Term Investment Securities...................

Cash Outflows for Property and Equipment................ccooooiiiiiinnnn

(32,263)

(27,698)

Proceeds from Disposition of Property and Equipment...............ccocooeeee.

165

282

Purchase of Casino Reinvestment Obligations............ocoevrvrcinmicicinninannns

(3,864)

(3,469)

Purchase of Other Investments and Loans/Advances made......................

of Advances and Long-Term Receivables..........cccoooniiiini,

Cash Outflows to Acquire Business Entities............ccoviciiininiiinnnen

et Cash Provided (Used) By Investing ACHVItIes.........cccoovvrvineniininiinnnn

ASH FLOWS FROM FINANCING ACTIVITIES:
Cash Proceeds from Issuance of Short-Term Debt.......ccccoooiiriceciiiiaiennene

Payments to Settle Short-Term Debt..........cccoviii

Cash Proceeds from Issuance of Long-Term Debt........ccoooceiniiiinnnnnns

Costs of ISSUINE DEbL......oviiiiiiiiiiiieieee e

Payments to Settle Long-Term Debt.............ooo,

Cash Proceeds from Issuing Stock or Capital Contributions............c.coeeevinins

Purchases of Treasury S1oCK........cccovuiiriiiiiniicce e

Payments of Dividends or Capital Withdrawals.............cccooiiiiiins

(35,962)

(30,885)

et Cash Provided (Used) By Financing Activities.........cooeeeiininnncaicnnennnn,

et Increase (Decrease) in Cash and Cash Equivalents...............ccoooo

ash and Cash Equivalents at Beginning of Period.........cccccooniiiiinniiinnn)

10,526

(254)

22,104

22,358

ash and Cash Equivalents at End of Period..............cccccoovviiviiiii $

32,630 | §

22,104

ASH PAID DURING PERIOD FOR:
Interest (Net of Amount Capitalized).............cocooriiioiiiiininii e $

Income Taxes

................................................................................................ $

4/01

The accompanying notes are an integral part of the financial statements.

Valid comparisons cannot be made without using information contained in the notes,

CCC-235



TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF CASH FLOWS

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2001 AND 2000

(UNAUDITED)
($ IN THOUSANDS)

Page 20of2

ET CASH FLOWS FROM OPERATING ACTIVITIES:

ACQUISITION OF BUSINESS ENTITIES:

Property and Equipment Acquired
GoodWill ACQUITEd.......covceiiiiiiiiice e
Net Assets Acquired Other than Cash, Goodwill, and

Property and EQUIPMENt ..o
Long-Term Debt ASSumed..........ocooieuiiniiiiiiiiieeieie s
Issuance of Stock or Capital Invested..........c.cooovevniiiicinniccnnd

Cash Outflows to Acquire Business EIItes. ..o

STOCK ISSUED OR CAPITAL CONTRIBUTIONS:

Total Issuances of Stock or Capital Contributions.............ccccovivivnnininnnn
Less: Issuances to Settle Long-Term Debt............ocoooooiinniiinnn
Consideration in Acquisition of Business Entities..............ccocoenns

Cash Proceeds from Issuing Stock or Capital Contributions...........c.c.cccccceeecenn

Net ICOME (LOSS).cvrcvrerrerncaresreeemitissssiicesessastsassssensssessnssassssssesessossssacaessoass (17,935) (9,350)
Noncash Items Included in Income and Cash Items
Excluded from Income:
Depreciation and Amortization of Property and Equipment.........co.ccc..... 24,109 22,954
Amortization of Other ASSELS.......c..ccouveconmecriverirernnioeiesssssssssas (426) 341
Amortization of Debt Discount or Premitim..........cococcviniininnneninnciinnnen
Deferred Income Taxes « CUrrent.......c.covecnmevimmcnninniene e - -
Deferred Income Taxes - NONCUITNL.........c.oovcvcviiiciniiirnieineninen s (899) 4,138
(Gain) Loss on Disposition of Property and Equipment 22 (150)
(Gain) Loss on Casino Reinvestment Obligations.................. 927 647
(Gain) Loss from Other Investment ACHVIties. .....covvsvrrnereveencricmsinnninesiiinns
Net (Increase) Decrease in Receivables and Patrons'
CHECKS. .. i oeriiieeite e eeise st esteste et e aensae s e esesae s e aaassasbe s ra e b e b s sareaeranas 615 17
Net (Increase) Decrease in INVentories. ..........coooveeciccrinecnnensss e (230) 523
Net (Increase) Decrease in Other Current ASSets.........oooorenineienenninnens 1,446 910
Net (Increase) Decrease in Other ASSets.........coooeviiiinviconeneeinnes 693 571
Net Increase (Decrease) in Accounts Payable.........o..ocooonininicnnininn, 1,035 603
Net Increase (Decrease) in Other Current Liabilities
Excluding Debl......ouivicinerr it (511) (3,927)
Net Increase (Decrease) in Other Noncurrent Liabilities
Exchuding Debt........vciicicieincrcnneeme st 156,265 121,979
Net (Increase) Decrease in Invest., Advances, and Receivables................ (118,623) (108,585)
Net Cash Provided (Used) By Operating ACtVIHES.......covviviriciiemriiiinrireenns 46,488 30,631
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
ACQUISITION OF PROPERTY AND EQUIPMENT:
Additions to Property and Equipment............cccccoonniiicnnnnncnnnennnnd 33,209 27,698
Less: Capital Lease Obligations Incurred... . 946
Cash Outflows for Property and Equipment..........c.ccovniiniinnnininninnd 32,263 27,698

4/01

The accompanying notes are an integral part of the financial statements.

Valid comparisons cannot be made without using information contained in the notes.
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TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT

SCHEDULE OF PROMOTIONAL
EXPENSES AND ALLOWANCES

(3 IN THOUSANDS)

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2001

Rooms 239,114

Food 1,564,160 18,770

Beverage 7,317,940 9,041

Travel 10,332 1,808

Bus Program Cash 958,285 13,570

Other Cash Complimentaries 1,175,049 36,644

Entertainment 38,898 883

Retail & Non-Cash Gifts

Parking .

Other 167,148 1,463 28,177 2,113
Total 9,327,260 44,259 2,171,843 54,135

FOR THE THREE MONTHS ENDED DECEMBER 31, 2001

Rooms 58,935

Food 441,596 5,293

Beverage 1,562,273 2,181

Travel 2,164 379

Bus Program Cash 207,956 2,642

Other Cash Complimentaries 332,951 10,183

Entertainment 3,551 53

Retail & Non-Cash Gifts

Parking

Other 49,561 434 4,750 356
Total 2,115916 11,309 547,821 13,560

4/01

CCC-245



Amended

TUEA

ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
{Dollars In Thousands)

¢} Summary of Significant Accounting Policies

Nature of Operations

Atlantic City Showboat, Inc. (the Company), is a wholly owned subsidiary of Ocean Showboat,
Inc. (OSI]), which is a wholly owned subsidiary of Showboat, Inc. (SBO). SBO is a wholly owned
subsidiary Harrah’s Operating Company, Inc. (HOC), which is a wholly owned subsidiary of
Harrah’s Entertainment, Inc. and Subsidiaries (HARRAH’S). OSI was incorporated in 1983 and
is a holding company with its principal assets being investments in the Company. The Company
conducts casino gaming operations and operates full supportive services of hotel, restaurant, bar
and convention facilities at the Showboat Hotel and Casino in Atlantic City, New Jersey (Atlantic
City Showboat).

On June 1, 1998, HARRAH’S, a Delaware corporation, purchased SBO and its subsidiaries in an
all cash transaction.

Revenue Recognition

Casino revenues consist of the net win from gaming activities, which is the difference between
gaming wins and losses. Revenues from hotel and other services are recognized at the time the
related services are performed.

Promotional Allowances

Gross revenues include the retail value of complimentary food, beverage, theater and hotel
services furnished to patrons. The retail value of these promotional allowances is deducted to
arrive at net revenues. The estimated costs of providing such complimentary services, which the
Company classified as casino expenses through interdepartmental allocations, were as follows:

2001 2000

Food and Beverage $24.961 $24,478
Rooms 11,648 10,500
Other 3.015 3.034
$39.624 $38.012

Cash and Cash Equivalents

The Company considers all highly liquid investment instruments purchased with an original
maturity of three months or less to be cash equivalents.

Inventories

Inventories of provisions and supplies are valued at the lower of cost (determined on a first-in
first-out basis) or market.



Amesnded

T2

ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

Financial Instruments

The carrying amount of cash equivalents, receivables and all current liabilities approximates fair
value due to their short-term nature. The fair value of a financial instrument is the amount at
which the instrument could be exchanged in a current transaction between willing parties. After
giving effect to their allowances, the Casino Reinvestment Development Authority (CRDA)
bonds and deposits approximately indicate their fair value. The carrying amount of long-term
debt is estimated to approximate its fair value as the stated rates approximate current rates.

Property and Equipment

Property and Equipment is carried at cost. Depreciation including amortization of capitalized
leases is computed using the straight-line method. The cost of maintenance and repairs is charged
to expense as incurred; significant renewals and betterments are capitalized. Estimated useful
lives for Property and Equipment are 5 to 15 years for Land Improvements, 10 to 40 years for
buildings and 3 to 10 years for furniture and equipment.

Income Taxes

Under the asset and liability method of accounting for income taxes, deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax
basis. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in
the period that includes the enactment date.

Until May 31, 1998 the Company was included in the consolidated federal income tax group of
SBO and subsidiaries and was under a tax allocation agreement with SBO. Effective June 1,
1998 the Company is included in the consolidated federal income tax group of HARRAH'S.
Accordingly, income taxes are allocated based on the agreement, which indicates the separate
return method except that tax benefits available to the Company are recognized when generated
by the Company to the extent utilized by the group, including carrybacks. The Company filed for
and received a change in tax year-end with the Internal Revenue Service. The Company’s tax-
year end is December 31.

Deferred Financing Cost

Costs associated with the issuance of debt have been deferred and are being amortized over the
life of the related indebtedness using the straight-line method that approximates the effective
interest method.



Amended

/i

ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

Long-lived Assets

The provisions of Statement of Financial Accounting Standards No. 121, “Accounting for the
Impairment of Long-Lived Assets” requires, among other things, that an entity review its long
lived assets and certain related intangibles for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be fully recoverable. The
assessment for potential impairment is based primarily on the Company’s ability to recover the
unamortized balance of its long-lived assets from expected future cash flows from its operations
on an undiscounted basis. The Company is not aware of any events or changes in circumstances
that indicate that the carrying amount of any asset may be impaired.

Accounting Estimates

The preparation of these financial statements in conformity with generally accepted accounting
principals requires the Company to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results may differ from these estimates.

The Company provides an allowance for doubtful accounts arising from casino, hotel and other
services, which is based upon a specific review of certain outstanding receivables and historical
collection performance. In determining the amount of the allowance, the Company is required to
make certain estimates and assumptions and actual results may differ from those assumptions.

Recent Accounting Pronouncements

In January 2001, the Emerging Issues Task Force (“EITF”) reached a consensus on certain issues
within Issue No. 00-22, “Accounting for “Points” and Certain other Time-Based or Volume-
Based Incentive Offers and Offers for Free Products or Services to be Declared in the Future”
(“EITF 00-22”). Application of EITF 00-22 is required for all interim and annual periods
beginning after February 15, 2001. EITF 00-22 requires volume-based cash rebates to be
classified as a reduction of revenue. Notwithstanding the above, the Company has not elected to
adopt EITF 00-22 in the quarter ended December 31, 2001 as authorized by the Casino Control
Commission for which these statements have been prepared. Had the company elected to adopt
EITF 00-22 approximately $855 and $3,598 would have been reclassified from Selling General
and Administrative Expenses to Promotional Allowances for the years ending December 31, 2001
and 2000, respectively.

In July 2001, the FASB issued Statement No. 141 “Business Combinations™ (“SFAS 141”) and
Statement No. 142 “Goodwill and Other Intangible Assets” (“SFAS 1427). SFAS 141 is effective
as follows: a) use of the pooling-of-interest method is prohibited for business combinations
initiated after June 30, 2001; and b) the provisions of SFAS 141 also apply to all business
combinations accounted for by the purchases method that are completed after June 30, 2001.
SFAS 142 is effective for fiscal years beginning after December 15, 2001 and applies to all
goodwill and other intangible assets recognized in an entity’s statement of financial position at
that date, regardless of when those assets-were initially recognized. The Company does not
expect the provisions of SFAS 141 and SFAS 142 to have a material effect on the Company’s
financial position or results of operations.



(2)
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ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

Recent Accounting Pronouncements (Cont.)

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment of Disposal of
Long-Lived Assets”. This standard addresses financial accounting and reporting for the
impairment of disposal of long-lived assets. The standard is effective for fiscal years beginning
after June 15, 2002. The Company’s management does not expect the adoptions of SFAS No.
144 to have a material impact on the Company’s financial resuits.

In November 2001, the EITF reached a consensus on Issue No. 01-09, “Accounting for
Consideration Given by a Vendor to a Customer (including a Reseller of the Vendor’s Products)”
(“EITF 01-09”). For a sales incentive offered voluntarily by a vendor to its patrons, EITF 01-09
requires the vendor to recognize the cost of the sales incentive at the later of the date at which the
related revenue is recorded by the vendor, or the date at which the sales incentive is offered.
Accordingly, at December 31, 2001, the Company has accrued for the expected cost of certain
cash incentives offered to casino patrons based on their past levels of play.

Application of EITF 01-09 is required in annual or interim financial statements for periods
beginning after December 15, 2001. Notwithstanding the above, the Company elected not to
adopt EITF 01-09 in the quarter ended December 31, 2001 as authorized by the Casino Control
Commission, for which these statements have been prepared. Had the Company elected to adopt
EITF 01-09, approximately $25,816 and $16,061 would have been reclassified from Selling,
General and Administrative Expenses to Promotional Allowances for the years ending December
31, 2001 and 2000, respectively.

Related Partv Transactions

In 1999 the Company entered into a new license agreement with SBO for the use of certain
trademarks. Under the agreement the Company is required to pay a fixed license fee of $18,478
per year through 2000. In 2001, the licensing agreement was renewed for an additional five-year
period and the annual fee increased to $20,746

In addition to the above license agreement, in 2001, the Company also entered into a ﬁve-yeér
license agreement with Harrah’s Las Vegas Inc. for the use of certain program and related
trademarks. Under the agreement the Company is required to pay a fixed license fee of 6,221 per
year.

The Company is charged a fee from HOC for administrative services (including executive,
financial, information technology, legal, marketing, and tax planning and compliance). The
Company was charged $5,830 and $2,798 for the twelve months ended December 31, 2001 and
2000, respectively.

As more fully disclosed in Note 5, the Company provides services for HARRAH’S and transfers
cash in excess of its operating needs to HARRAH’S on a daily basis. As more fully disclosed in
Note 7 services are provided by HARRAH’S and cash is transferred from HARRAH'’S to the
Company based upon the needs of the Company to fund daily operations. No interest is paid or
(earned) on the amount shown as Due To (From) Affiliates in the accompanying statements.

As more fully disclosed in Note 8, the Company has Intercompany Promissory notes payable
totaling $715,000.

As more fully disclosed in Note 9, the Company leases land from a subsidiary of SBO.
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(Dollars In Thousands)

As of December 31, 2001 and 2000, Receivables consisted of the following:

2001
Casino $4,030
Hotel 282
Due from CRDA 0
Other 1,733

6,045
Less allowance for doubtful accounts 1.085

4.960

Prepaid Expenses & Other Current Assets

2000
$4,214
269
134
2.073
6,690
L11S
$5.575

AmEnGsg
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As of December 31, 2001 and 2000, Prepaid Expenses and Other Current Assets consisted of the

following:

Prepaid Slot License
Prepaid Insurance
Deposits

State Income Tax Benefit
Other

Investments, Advances & Receivables

2000
$892
56
200
1,287
751

$3.186

As of December 31, 2001 and 2000, Investments, Advances and Receivables consisted of the

following:

CRDA Deposits (Note 14)
CRDA Bonds (Note 14)

Less: Valuation Allowance on CRDA

Investments
CRDA Investments, Net

Due From Affiliates

001 2000
$16,939 $13,194
8.504 7,384
25.443 20,578
6.496 (5.569)
18,947 15,009
924.755 807.206

943,702 822,21
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ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

Amesnded

Investments, Advances & Receivables (Cont.)

e

As of December 31, 2001 and 2000, Due From Affiliates consisted of the following:

2000

2001

HARRAH'S $922,524 $804,131
Showboat Operating Company 11 11
Harrah’s Atlantic City 1,843 2,918
Showboat Indiana 14 144
Harrah’s New Orleans 2 2
Harrah’s Lake Tahoe 22 0
Harrah’s Joliet 17 0
Harrah’s Ak-Chin 290 0
Harrah’s North Kansas City 32 0

$924,755 $807.206

Accrued Liabilities

~ As of December 31, 2001 and 2000, Other Accrued Expenses consisted of the following:

2001 2000
Salaries and Wages $5,859 $5,975
Taxes, Other Than Taxes on Income 1,394 1,748
Accrued Advertising and Promotion 971 1,077
Accrued Interest 22,065 22,065
Warehouse Lease 0 147
Other 5,021 4.945

Other Liabilities

As of December 31, 2001 and 2000, Other Liabilities consisted of the following:

001 2000
Due to Affiliates, Long-Term $428,617 $272,535
Other : 568 385

$429,185 3272920
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ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

Other Liabilities (Cont.)

As of December 31, 2001 and 2000, Due To Affiliates consisted of the following:

2001 2000
HARRAH’S $282,659 $175,470
Showboat Inc. 135,999 95,011
Harrah’s Las Vegas 6,433 218
Harrah’s Laughlin 4 2
Harrah’s Reno 14 15
Harrah’s Tunica 10 0
Ocean Showboat 39 39
Harrah’s Atlantic City 2,847 1,239
Showboat Operating Company 528 528
Rio Las Vegas 84 13

$428.617  $272,535

Long Term Debt. Due to Affiliates

As of December 31, 2001 and 2000 Long-Term Debt, Due to Affiliates consisted of the
following:

2001 2000
9 ¥ % Promissory Note - Due 2008 $215,000 $215,000
7 % % Promissory Note — Due 2009 500,000 500,000
Total Long Term Debt $715.000 $715,000

On May 18, 1993, SBO issued $275,000 of 9 1/4% First Mortgage Bonds due 2008 (9 % %
Bonds) and subsequently loaned approximately $215,000 of the proceeds to the Company
evidenced by an intercompany note with terms and conditions consistent with those of the 9 %%

~Bonds.

Subsequent to the purchase of SBO, HARRAH’S completed tender offers and consent
solicitations for SBO’s 9 % Bonds. As a result of the receipt of the requisite consents,
HARRAH'’S eliminated or modified substantiaily all of the negative covenants, certain events of
default and made other changes to the respective indentures governing the 9 % Bonds. The
Company’s intercompany note with SBO remained unchanged.

On January 15, 1999 the HOC loaned the Company $500,000 which loan is evidenced by an
intercompany-note. - The loan is-secured by the assets-ofthe Company.

For value received, the Company promises to pay HOC the principal surn of $500,000 on January
15, 2009 and to pay interest thereon at the rate of 7 2 % per annum. Payments of interest shall be
made serniannually on January 15 and July 15 of each year, commencing July 15, 1999, and shall
be calculated on the basis of a 360-day year.
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Notes to Financial Statements
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) Leases

The Company leases a warehouse under a long-term lease agreement that is capitalized as a
capital lease. The Company has the option to purchase the warehouse from January 1, 2006
through March 31, 2006 at an option price of approximately $1,928.

The Company is leasing 10 1/2 acres of Boardwalk property in Atlantic City, New Jersey for a
term of 99 years commencing October 1983. Annual rent payments, which are payable monthly,
commenced upon opening of the Atlantic City Showboat. The rent is adjusted annually based
upon changes in the Consumer Price Index. In April 2001, the annual rent increased $293 to
$9,966. The Company is responsible for taxes, assessments, insurance and utilities. Rent
expense under this lease for the years ended December 31, 2001 and 2000, was $9.893 and
$9,588, respectively.

On January 28, 1998 a subsidiary of SBO acquired the 10 1/2 acres of Boardwalk property and
the lease from SUN International, Inc. (SUN). The company’s obligations under the lease remain
intact and SBO’s subsidiary will assume the duties as Lessor.

Leases (with initial or remaining terms in excess of one year) as of December 31, 2001:

Capital Operating
Lease Leases
Year ending December 31,
2001 $258 $1.425
2002 258 206
2003 258 13
2004 258
2005 151
Thereafter
Total minimum lease payments 1,183 1.64
Less amount representing interest 237
Present value of minimum lease payments 946

Rent expense for all operating leases (except those with terms of a month or less that were not
renewed) was $3,787 and $2,561 for the years ended December 31, 2001 and 2000 respectively.
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a0 Income Taxes (Benefit)

For the years ended December 31, 2001 and 2000, Income Tax Expense (Benefit) consisted of
the following:

2001 2000
Federal:
Current $(8,641) $(1,949)
Deferred 2.927 (2.035)
(11,569) (3,984)
State :
Current 0 0
Deferred (489 (340)
(489) (340)
Total
Current (8,641) (1,949)
Deferred (3.416) (2375
$(12,057) $(4,324)

Temporary differences between the financial statement carrying amounts and tax basis of assets

and liabilities that give rise to significant portions of the net deferred tax liability relate to the
following:

2001 2000
Deferred tax assets:
Casino Reinvestment Development Authority Obligation $(2,133 $(1,786)
Accrued Vacations (1,541) (934)
Allowance Doubtful Accounts (443) (456)
Grantor Trust (3,404) (3,987)
Other (256) (434)
Total Deferred Tax Assets (7,777) (7,597)
Deferred Tax Liabilities: »
Depreciation and Amortization 28.973 29.692
Net Deferred Tax Liability 21,19 2,09

(11)  STOCK PLANS

HARRAH’S has various incentive plans under which restricted shares or stock options may be
granted-to key employees of the Company.

Compensation expense of $461 and $410 was recognized for the twelve months ended December
31,2001 and 2000, respectively.
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ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

Non-operating Income (Expense)

For the years ended December 31, 2001 and 2000, Non-Operating Income (Expense) consisted of
the following:

2001 2000
Interest Income $790 $851
Preopening Cost (22) 0
Gain (Loss) on Disposal of Property & (241) 190
Equipment
8527 $1.041
EMPLOYEE BENEFIT PLANS

The Company maintains a retirement and savings plan for eligible employees who are not covered
by a collective bargaining agreement. Under the terms of the plan adopted on July 1, 1999,
eligible employees may defer up to 6% of their compensation, as defined, of which 100% of the
deferral is matched by the Company. Eligible employees may contribute an additional 10% of
their compensation, which will not be matched by the Company. Amounts contributed by the
Company vest over a five-year period. The Company contributed $2,248 and $2,465 to this plan
for the twelve months ended December 31, 2001 and 2000, respectively.

The Company's union employees are covered by a union-sponsored, collectively bargained, multi-
employer pension plan. Contributions are generally determined in accordance with the provisions
of negotiated labor contracts and generally are based on the number of hours worked.
Contributions to the plans were $787 and $696 during the twelve months ended December 31,
2001 and 2000, respectively.

NEW JERSEY INVESTMENT OBLIGATION

The New Jersey Casino Control Act (Act) provides, among other things, for an assessment on a
gaming licensee equal to 1 %% of its gross casino revenues in lieu of an investment alternative
tax equal to 2.5% of gross gaming revenues. This assessment is satisfied by investing in qualified
eligible direct investments, by making qualified contributions or by depositing funds with the
CRDA. Funds deposited with the CRDA may be used to purchase bonds designated by the
CRDA or, under certain circumstances, may be used to purchase bonds designated by the CRDA
in exchange for credits against future obligations. CRDA bonds have terms up to 50 years and
bear interest at below market rate.

Deposits with the CRDA bear interest at two-thirds of market rates resulting in a current value
lower than cost. As more fully disclosed in Note 5, at December 31, 2001 and 2000, Investments,
Advances, and Receivables include $18,947 and $15,009, respectively, representing the
Company's bond purchases and deposits with the CRDA, net of the valuation allowance.
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ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

NEW JERSEY INVESTMENT OBLIGATION (Cont.)

The Company was eligible to receive approximately $11,500 in funding credits reserved by the
CRDA, as a result of the completion of the hotel expansion program at the Atlantic City
Showboat, completed in 1994. In December 2001, the Company received the final distribution of
the funding credits.

In December 1999 the CRDA approved a credit exchange agreement between the Company and
Harrah’s Atlantic City. (Harrah’s) The CRDA approved an exchange of $4,628 of Harrah’s
South Jersey Future Obligations for $4,628 from the Company’s Atlantic City Housing Current
Obligations. The exchange was implemented by the immediate transfer of $4,628 from the
Company’s Atlantic City Housing Obligations to Harrah’s. In accordance with the exchange
agreement, $4,628 of Harrah’s South Jersey Future Obligations shall be transferred back to the
Company’s South Jersey Current Obligations upon payment by Harrah’s of such Obligations
received by the CRDA on future Quarterly Payment Dates. '

COMMITMENTS AND CONTINGENCIES

Litigation

The Company is involved in various claims and legal actions arising in the ordinary course of
business. In the opinion of management these matters will not have a material adverse effect on
the Company's financial position.

License Renewal

During January 2001, the New Jersey Casino Control Commission (the “CCC”) renewed the
Company’s license to operate its casino hotel complex in Atlantic City. A casino license is not
transferable, and must be renewed every four years by filing an application which must be acted
upon by the CCC no later than 30 days prior to the expiration of the license then in force.



STATEMENT OF CONFORMITY, ACCURACY AND COMPLIANCE

STATE OF New Jersey
ss
COUNTY OF Atlantic
Miéhael Walsh being duly swomn according to law upon my oath deposes and says:

1. | have examined this Quarterly Report.

2. All the information contained in this Quarteriy Report has been prepared in conformity
with the Casino Control Commission's Quarterly Report Instructions and Uniform Chart
of Accounts.

3. To the best of my knowledge and belief, the information contained in this report is
accurate.

4. To the best of my knowledge and belief, except for the deficiencies noted below, the

licensee submitting this Quarterly Report has remained in compliance with the financial
stability regulations contained in N.J.A.C. 19:43-4.2(b)1-5 during the quarter.

Wehadd Jh/eh

Sighature : /
Vice President inance & Admin.

Title

1482-11
License Number

Atlantic City Showboat, Inc.
Casino Licensee

4/01 CCC-249
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TRADING NAME OF LICENSEE ATLANTIC CITY SHOWBOAT, INC.

ANNUAL EMPLOYMENT AND PAYROLL REPORT

AT DECEMBER 131, 2001
($ in Thousands)

NO

Administration i8

Gaming 472

Slots 206

Casino Accounting 316

Simtulcasting 8

Other 140
Total - Casino 1,160 30,853 139 30,992
ROOMS 258 5,885 76 5,961
FOOD AND BEVERAGE 968 17,907 17,907
OTHER OPERATED DEPARTMENTS
BOWLING 0 - 0
PBX 16 374 374
PARKING 20 345 345
ADMINISTRATIVE AND GENERAL

Executive office 10 253 509 762

Accounting and auditing 82 2,920 164 3,084

Security 189 5,304 5,304

Other administrative and general department 58 5,159 188 5,347
MARKETING 10 387 155 542
GUEST ENTERTAINMENT 103 882 882 |
PROPERTY OPERATION AND MAINTENANCH 255 8,392 8,392
TOTALS - ALL DEPARTMENTS 3,129 78,661 1,231 79,892

Under the penalties provided by law, | declare that | have examined this report, and to the best of my knowledge and belief, it is true and complete™
o2 wl 4%

Date Signatyre

4/01 Vice President of Finance and Admin CCC-376
Title of Officer
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ANNUAL TAX RETURN

FOR THE YEAR ENDED DECEMBER 31, 2001
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CASINO CONTROL COMMISSION
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TRADING NAME OF LICENSEE ATLANTIC CITY SHOWBOAT, INC

GROSS REVENUE ANNUAL TAX RETURN

FOR THE YEAR ENDED DECEMBER 31, 2001

(3 in Thousands)
Line
CASINO WIN:
1. Table and Other Games Win . reeereearertenarens $ 53,606
2. S10t MACKINES Willuu i eicrinermrneseesieesesssseessesesnusssasssesssstesssassassssssessssesassssssssomsasssisssssasassssarsasasonenn $ 300,767
3 TOLAl WilLe.veeveveserersrmeresssesssssesesessassessesssssnssssesasanresesssesessssssesasssnosssestsssattesssesssnsssnsssssseasarsnssssssssisnes $ 354,373
Less - Adjustment for Uncollectible Patrons' Checks:
4. Provision for Uncollectible Patrons' Checks .......coervrrnrecvenninnenienssmscnene $ 1,389
S. Maximum Adjustment (4% of line 3) ... revesrestesieberere st arestepaeasasens $ 14,175
6. Adjustment (the lesser of ling 4 or liNe 5) w..vevcivveinnnniininsr st $ 1,389
7. Gross Revenue (IN€ 3 1888 LINE 6)...ueceivireinereneccreiresreestenesessessienesssrassesssssstorsessassssassasss sssssresasasen $ 352,984
8. Tax on Gross Revenue - Reporting Year (8% 0f lINE 7)..eveevceininecvnrninininmirnesnscncnsssssesssnanceinnene $ 28,239
9. Audit or Other Adjustments to Tax on Gross Revenues in Prior Years ......cvcrsecesesssesinnannnne, -
10. Total Taxes on Gross Revenue (the sum of lines 8 and 9).....cecevvemevcrninnincecsnniniecencnsm s $ 28,239
11.  Total Deposits Made for Tax on Reporting Year's Gross REVENUE.......cceeimerininrmscsmseinnsecsnneenens $ (28,23H
Settiement of Prior Years' Tax on Gross Revenue
12.  Resulting from Audit or Other Adjustments - (Deposits) Credits .......cvrminroiminnniesnsnnnns $ (8)
13.  Gross Revenue Taxes Payable (the net of lines 10, 11 and 12) ..., 3 (0)

Under penalties of perjury, I declare that I have examined this Gross Revenue Annual Tax Return and to the best of my
knowledge and belief, the information contained in this return is accurate.

Vice President of Finance and Admin.

Title of Officer

4/01 CCC-381
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TRADING NAME OF LICENSEE _ATLANTIC CITY SHOWBOAT, INC.
SCHEDULE OF RECEIVABLES AND
PATRONS' CHECKS
FOR THE YEAR ENDED DECEMBER 31, 2001

(UNAUDITED)
($ IN THOUSANDS)

ACCOUNTS RECEIVABLE BALANCES

Patrons' Checks:
Undeposited Patrons' Checks. ..o 1,988
Returned Patrons' ChecKS....oooieevviieieeienicreecererie e 2,042
Total Patrons' CheckS.....ieiiiieiirinecciecreniireecneeeesisseeees 4,030 999 3,031
Hotel RECEIVABIES. .. uiirrier et r st eeccreeeeeanesseenaaensessnse 282 87 195
Other Receivables:
Receivables Due from Officers and Employees.................. 2
Receivables Due from Affiliates...........coocee..e.. 11
Other Accounts and Notes Receivables 1,721
Total Other Receivables......cviccivviverieicrniereeeeeeevieenss 1,734 1.734
Totals (Form CCC-205)...cccuuimiaormrereiirrecrieeererenscsinsenens 6,046 1,086 4,960

UNDEPOSITED PATRONS' CHECKS ACTIVITY

Counter Checks Issued (Excluding Counter Checks Issued Through Transactions
Relating to Consolidations, Partial Redemptions, Substitutions, and Patrons’
Cash DEPOSIES e ioviiaiirieicie ettt e e e e e $ 94,006

Checks Redeemed Prior to Deposit (Excluding the Unredeemed Portion of Counter
Checks Redeemed Through Partial Redemptions, and Excluding Checks Redeemed
Through Transactions Relating to Consolidations, Substitutions, and Patrons'

CaSh DIEPOSIES). . irecviririiititereiie et d et bbb e et n R R R e b bRt a bbb $ (69,117)
Checks Collected Through Deposits.....c.oviicirmmeriiniee et ees st enss s s saasaensnd $ (20,891)
Checks Transferred to Returned ChECKS. ...t 3 (4,733)
Oher AGJUSIIMENS . ......ouiiiit ittt ettt sttt et a s sb s T e e b ea e b e b es s n b es s en et ene e et cs s

ENOING BAIANCE. ..ottt ettt s S SSshnans et en s $ 1,988

"Hold" Checks Included in Balance on LIne 16......co..ooooreiiiiiiiect e era e s et ae e $

Provision for Uncollectible Patrons’ ChecksS . ..o ce et sese e e s ree s e s sae e s esnes $ 999

Provision as a Percent of Counter Checks ISSUEA........cocoioiiiieoiieiiiiei ettt e st verieeereereannaaans 1.1%

Under penalties of perjury, I declare that I have examined this Schedule of Receivables and Patrons' Checks and to the best of my knowledge

and belief. it is true and complete.
3/31/02 W/
Date ﬁnature

Vice President of Finance and Admin.
Title of Officer

4/01 CCC-340





